Health and natural food stores comprised the largest distribution channels for natural personal care products in the U.S., followed by specialty stores, mass merchandisers and drug stores. However, industry experts anticipated that the prevailing "green" trend would drive natural personal care products into the mainstream. "Naturals are now becoming commonplace in the aisles of national chain grocery and discount stores like Wal-Mart and Target," said Karen Doskow, project manager for Kline's consumer products practice. "This will have a major impact on the competitive landscape of the personal care market."
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Drivers of this Growth
The growth of the natural personal care market was driven by a number of factors, including: a greater supply of natural ingredients; politicians and celebrities backing green causes; global warming in news headlines; a rise in consumer savvy; widespread concern about toxic ingredients; marketers' green claims; and media hype. Consumers' fears and concerns over toxic ingredients in products and packaging alone contributed largely to the increased demand for natural products. The U.S. Environmental Protection Agency and the State of California listed chemicals used in cosmetic products-such as phthalates, acrylamide, formaldehyde and ethylene oxide-as carcinogens or reproductive toxins, and some chemicals used in personal care products-namely parabens and formaldehyde-had been linked to decreased sperm counts, hormonal damage and cancer, among other health problems.
The demand for natural personal care products was rising alongside the growing demand for organic food and so-called "green" products in general. Employees, shareholders, CEOs and other top-level managers caught on to this trend and began pushing their companies to "green up." Shareholders expressed concern about corporate environmental performance, while employees were drawn to work for companies based on underlying principles like environmental responsibility. CEOs and top-level managers, on the other hand, were pushing green initiatives based on their core business beliefs, such as the desire to meet market demands and/or improve efficiency. The efficiency argument had proven to be quite persuasive; corporate executives had sold their shareholders on green initiatives by explaining how measures like improving energy efficiency could reduce costs.
7
Purchases of Natural Personal Care Brands by Multinationals
While Clorox was exploring new territory by acquiring Burt's Bees, the impending takeover of a niche natural personal care company by a multinational conglomerate was not without precedent. In the late 1990s through the 2000s, corporations such as Estée Lauder, L'Oréal and Colgate Palmolive saw the promise of increased market share and began purchasing natural personal care companies. Estée Lauder was an early trendsetter with its purchase of The Aveda Corporation in 1997.
Estée Lauder's Purchase of Aveda
Aveda had been among the top companies within the myriad of natural personal care corporations and had historically led the industry's environmental trend alongside its top competitor, The Body Shop International.
Founded in 1978 by Horst Rechelbacher, Aveda's mission was to provide plant-based substitutes for petrochemicals in beauty products. The child of a herbologist and naturalist, Rechelbacher viewed petrochemicals (derived from petroleum) as potential toxins that cosmetic companies used as cheap alternatives to plant-derived substances. Rechelbacher studied aromatherapy, plant-chemical constitutions, plant-based medicine, health and wellbeing and, after spending many years studying Ayurveda in India with Himalayan monks, founded Aveda with the goal of "providing beauty industry professionals with high performance, botanically based products that would be better for service providers and their guests, as well as for the planet."
8 Along those lines, he named his company Aveda, which is Sanskrit for "all knowledge."
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As a small start-up company, Aveda began with one shampoo and blossomed into a multinational corporation whose plant-based health, beauty and lifestyle products were sold in more than 25 countries by 2004.
10 While Aveda's goal of using only plant-derived ingredients in its products was not yet possible, the company worked to reduce the concentration of petrochemicals, synthetics and animal-derived ingredients in its products. Aveda was a pioneer in the industry, creating the first 100-percent certified 1 organic beauty product and a 99 percent naturally-derived hair color system. Aveda also was a leader in the area of sustainable packaging, launching the first 100 percent post-consumer recycled (PCR) polyethylene terephthalate (PET) packaging for one of its product lines.
11 In 1997, Aveda began sourcing ingredients through partnerships with indigenous people, women's cooperatives and local farms, further enhancing the company's commitment to social responsibility and the environment. Later that year, Rechelbacher sold Aveda to Estée Lauder for $300 million.
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Rechelbacher had begun searching for a buyer once he realized that the company was struggling with the social and environmental impacts of its increasing growth. He believed that Aveda could acquire more knowledge, expertise and global resources if it were owned by a multinational corporation like Estée Lauder. He also claimed to have sold his company to get funding for his research and environmental awareness programs.
13 Aveda's sales were estimated at $120 million when Estée Lauder purchased the company on November 19, 1997.
Aveda's sale did not cause the company to digress from its eco-conscious track. It continued to increase its use of natural ingredients and improve its eco-conscious packaging, as well as make progress in "green" manufacturing and outreach efforts. Aveda's packaging practices also inspired other Estée Lauder brands like Clinique and Origins to adopt more environmentally friendly practices.
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L'Oréal's Purchase of The Body Shop
On March 27, 1976 Anita Roddick opened The Body Shop, a small cosmetics shop in Brighton, England, not far from her home in Littlehampton. Roddick knew little about business, but needed a way to support her daughters while her husband was traveling abroad.
For Roddick, the decision to sell cosmetics was an easy one. She was irritated with the cosmetics industry, which she perceived as selling false hopes and unobtainable dreams to women. The industry spent a fortune on elaborate packaging and advertising, and then passed these costs on to consumers. Products came in large sizes only, with no smaller options available for women who wanted to try them out before making a large purchase. Cosmetics companies tested on animals, neglected the environment, and had no sense of community involvement. The Body Shop provided an alternative to the industry mavens, selling mostly natural skin and hair care products in five different sizes. Packaging was kept to a minimum; most products were sold in cheap plastic bottles that could be brought back for refills. * According to Aveda, this certification was determined by organic food standards because standards for natural personal care products did not exist at that time.
These modest beginnings soon grew into Roddick's extraordinary corporate journey for "profits with principles." By 2008, The Body Shop had more than 2,500 stores in 55 countries. 15 The company, which began with 25 of Roddick's homemade products, was selling more than 1,200 products. Although not completely natural, and with few organic lines, The Body Shop claimed to avoid the use of petrochemicals wherever possible in selecting its mix of natural and chemical ingredients. The Body Shop followed the path of Aveda and removed all polyvinyl chloride (PVC) from its packaging, using PET bottles (with 30 percent PCR content) for 70 percent of its product line. The company's efforts in phasing out hazardous ingredients in both products and packaging were lauded by Friends of the Earth, an environmental nonprofit group. The Body Shop in 1987 also began an extensive community trade program, supporting socially equitable and environmentally responsible economic development through trade with marginalized communities around the world. The Body Shop remained privately owned by Roddick, her husband Gordon, and their friend Ian McGlinn until 1995, when the company went public. The Body Shop saw enormous gains on its first day of trading; the stock opened at 95p and closed at £1.65, valuing the company at around £8 million. 18 However, L'Oréal's shares dropped 7.2 percent over the next three months. After the sale to L'Oréal, The Body Shop was heavily criticized for "selling out" on its values and principles. Some customers boycotted the brand while others claimed betrayal, as Roddick had been quite vocal in her earlier criticism of cosmetic giants like L'Oréal. However, Roddick and The Body Shop stood by the deal, stating that L'Oréal would not compromise The Body Shop's principles. Rather, they promised, those principles would be spread to L'Oréal.
Like Aveda, The Body Shop continued to make environmental progress after its purchase. It increased the use of natural and organic ingredients, and was working towards using 100 percent PCR content in its PET bottles. It also made progress towards becoming carbon neutral while remaining committed to its community trade program and ethical trading principles. The Body Shop continued to operate as an independent unit within L'Oréal, with Roddick staying on as a consultant until she died in the fall of 2007.
Colgate-Palmolive's Purchase of Tom's of Maine
Colgate-Palmolive-which was best known for retailing toothpaste, dish soap and other household products-expanded into the natural personal care market in May 2006, when the company bought Tom's of Maine for $100 million.
Established in 1970 by Tom and Kate Chappell, Tom's of Maine was founded on the belief that household and personal care products should not be harmful to the environment. Tom's of Maine's first product was non-phosphate laundry detergent; by the mid-1970s, they had expanded into retailing the first natural toothpaste and deodorant, which became two of their best known products. In 2005, the company reported annual revenues of $50 million.
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On May 1, 2006, Colgate-Palmolive purchased 84 percent of Tom's of Maine for $100 million. The Chappells retained the remaining 16 percent of the company and continued to serve as CEO and vice president respectively. After the sale, Tom's of Maine became a stand-alone subsidiary. It received a commitment from Colgate-Palmolive that its formulas would not be changed. Tom's of Maine continued its environmental initiatives and its commitment to using natural ingredients.
The Marriage of Clorox and Burt's Bees: Did It Make Sense?
In 1984 Burt Shavitz, a local Maine beekeeper, picked up a hitchhiker, Roxanne Quimby. The two hit it off; Quimby offered to help Shavitz tend his bees, and a romantic relationship ensued. Together, Quimby and Shavitz sold honey and beeswax candles. Quimby experimented with other beeswax products, such as shoe and furniture polish, but those products failed to attract a broad base of consumers. Quimby then began experimenting with 19 th century recipes for soaps and salves. The products she created from these recipes were well received and business took off.
In 1991 Burt's Bees incorporated, with Quimby owning two-thirds of the company and Shavitz owning the remaining one-third. The same year, Burt's Bees developed its trademark lip balm -the product that would ultimately distinguish the company in the natural personal care industry. Burt's Bees products contained natural ingredients, derived from plants, fruits, seeds and, of course, beeswax. Although many products were 100 percent natural, some contained a small percentage of chemicals, such as chemically stabilized Vitamin E. Each product contained a label informing consumers of the percentage of natural ingredients. Products were free from artificial preservatives and harmful chemicals traditionally used in personal care products, such as sodium lauryl sulfate, propylene glycol and petroleum. Packaging was made either from recycled materials or designed for re-use.
21 At Burt's Bees, employees could directly drive environmental progress through benefit systems linked to corporate environmental progress and other similar initiatives.
According to Clorox's research, consumers of natural personal care products considered Burt's Bees the most natural brand. Burt's Bees offered 150 products for lip, hair, body, face and baby care. About 40 percent of its sales were from lip care products, and 30 percent came from baby care and outdoor remedy products. The remaining sales were from hair, body and face care products, which were the company's fastest-growing product lines. Burt's Bees products were sold in nearly 30,000 retail outlets, including major grocery and drug store chains in the U.S., United Kingdom, Ireland, Canada, Hong Kong and Taiwan. Core markets included stores such as CVS, Walgreens, Kroger and Whole Foods.
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By 1993, sales reached $3 million and Burt's Bees moved its operations from Maine to the more labor abundant, tax-friendly state of North Carolina. Shavitz returned to Maine shortly thereafter. The two lovers and business partners had a falling out in 1999, after which Quimby bought out Shavitz's share of the company for $130,000. The following year, the company made $23 million in revenues.
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On October 10, 2003, Quimby sold 80 percent of Burt's Bees to AEA Investors for $155 million. She paid Shavitz $4 million in addition to annual royalties for the use of his name and image on Burt's Bees products. The company remained true to its founders' vision after its sale to AEA Investors. It continued to prioritize natural ingredients, the environment, animal rights, responsible trade and employee benefits. Burt's Bees' employee bonus system took into account how well the company met energy conservation goals and preferred parking was awarded to people who carpooled or drove hybrid vehicles. The company also claimed to offset 100 percent of its carbon emissions.
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Enter Clorox
With rumors in the market that L'Oréal and Revlon also were interested in acquiring Burt's Bees, Clorox executives moved quickly to purchase the company itself. As of 2007, L'Oréal and Estée Lauder were considered the top multinational competitors in natural personal care. There were rumors that Unilever, Proctor & Gamble and Henkel were looking to expand into the natural personal care market, but they were well behind the competition. 25 The move of the natural personal care market into the mainstream personal care market and the increased consumer attention to smaller companies was expected to make the smaller companies prime acquisition targets.
The Clorox Company (NYSE:CLX) was an Oakland, California based consumer products company. Well-known for its namesake bleach and cleaning products, Clorox also had brands in the auto-care (Armor All and STP), cat liter (Fresh Step and Scoop Away), charcoal (Kingsford), dressings and sauces (Hidden Valley and K C Masterpiece), water-filtration systems (Brita), and plastic bags and wraps (Glad) markets. Clorox marketed its 63 brands in more than 100 countries, manufactured products in approximately 25 countries and employed 7,800 people. Wal-Mart Stores, Inc. was Clorox's largest distributor, accounting for 27 percent of the company's sales.
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Clorox had no market experience in natural personal care, let alone the larger personal care market or the natural and organic marketplace. The personal care business-in which many Burt's Bees products fellmoved much faster than Clorox's core product categories, and entry into this market would certainly come with a learning curve. Yet, it offered the promise of both faster growth and higher margins. Burt's Bees was expected to generate net sales of approximately $170 million in 2007.
27 Burt's Bees EBITDA margin exceeded 30 percent and the company's annual sales were growing by about 30 percent.
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In 2007, Clorox's fiscal year revenues were $4.8 billion. In the first quarter of 2007, its profit fell 1 percent, to $111 million, down from the previous year's first quarter profit of $112 million. However, its earnings were 76 cents per share, higher than the 61 cents per share Wall Street analysts had predicted.
29 Revenue grew 6.7 percent to $1.24 billion. Profits of 88 cents per share (excluding one-time expenses) also surpassed analysts' predictions of 71 cents per share. Based on this growth, analysts raised Clorox's fullyear profit forecast from $3.27 to $3.46 per share to $3.33 to $3.50, reflecting share buybacks.
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Historically, Clorox had not played a significant role in the "green" products market. However, that changed in September 2007 when Clorox announced the debut of a natural household cleaner line called Green Works. Green Works products contained plant-derived ingredients, such as coconut, corn-based ethanol and citrus. Unlike Clorox's traditional products, Green Works contained no bleach or phosphorus and were biodegradable.
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In the cleaning and personal care markets, the term "green" implied a variety of things about a product: that it contained natural and/or organic ingredients; was ethically sourced; did not contain certain harmful chemicals; had recycled packaging; or was efficiently or sustainably manufactured. With no regulation of terminology in this area, so-called natural products spanned a broad gamut of "greenness." Some green claims were nothing more than "greenwashing" schemes-corporate dissemination of misleading and false claims aimed a presenting an environmentally responsible public image.
As of 2007, the U.S. Food and Drug Administration (FDA) did not regulate the term "natural." Lacking an industry standard for the term, companies set their own standards for what "natural" meant, rendering the term subjective to whichever company was doing the labeling. A product could have been considered "natural" by its manufacturer even if only a small percentage of its ingredients were natural.
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Challenges and Opportunities
Clorox purchased Burt's Bees for $925 million in September 2007. Beth Springer, Clorox's Executive Vice President of Strategy & Growth, felt positive about the company's acquisition of Burt's Bees. "We see lots of growth potential in Burt's Bees," she said.
33 Clorox could expand distribution of Burt's Bees products in mass merchandisers, such as Target and Wal-Mart, a distribution channel in which Clorox had significant expertise. Clorox had distribution in 100 percent ACV of food stores, drug stores, and mass merchandise channels, whereas Burt's Bees had only 54 percent. Clorox could also expand distribution internationally and increase its in-store presence.
34
Although Clorox was launching Green Works on the heels of purchasing Burt's Bees, the acquisition was not without risk. While both Green Works and Burt's Bees products were labeled as "natural," continued criticism of a Clorox-affiliated Burt's Bees was likely. "The core consumer of natural and organic products is going to immediately know that Clorox is not the company they want to be purchasing from," said Lynea Schultz-Ela, a principal at A Natural Resource Consulting in Hotchkiss, Colorado.
35 Clorox also would face challenges associated with the continued sourcing and use of natural, plant-derived ingredients in the Burt's Bees brand. A bad year for a certain crop could impair a company's ability to obtain enough of a key ingredient, thereby hurting the company's ability to meet product demand. In addition, the ability to reproduce well-performing, stable, natural formulations can be challenging because of the instability and unique properties of plant-derived materials. Scaling up the processing of natural formulations also could pose additional challenges.
The purchase of Burt's Bees also required Clorox to take on more debt to finance the deal. Throughout the mid-2000s, Clorox had been buying back stock and taking other actions that increased its debt and reduced its financial flexibility.
36 As of June 30, 2007, Clorox's debt was $2.0 billion. In August 2007, it incurred additional debt from its accelerated share repurchase program, financed through its current cash flows and commercial paper. By Sept. 30, 2007 Clorox had increased its outstanding senior unsecured debt to approximately $2.8 billion.
37
The company's indebtedness could adversely affect its operations and financial results, causing weaker credit metrics and decreased financial flexibility in addition to preventing the company from fulfilling its cash obligations. Debt also would increase Clorox's vulnerability to adverse economic and market conditions and limits its ability to acquire other companies. On the other hand, the acquisition could significantly speed up Clorox's growth and help lift its profit margin. Based on expected growth and 2007 net sales, Burt's Bees would most likely add almost two points of top-line growth to Clorox in the next two fiscal years.
38 Some immediate, but limited, synergies also existed between Clorox and Burt's Bees. There were cost synergies in procurement and distribution channel management. Long term, there could be revenue synergies in the expansion into new geographies and new categories. Additionally, Clorox could learn from Burt's Bees' manufacturing processes and experience with developing natural formulas, which could help give Clorox and its Green Works line a leg up on the competition. Among household products companies like Clorox, Procter & Gamble Co. had announced new targets to create and market environmentally-friendly products.
39
Post-acquisition, observers noted that Clorox could have the opportunity to influence the regulation of natural product ingredients, which could potentially benefit its natural brands and consumers who purchased "green" products. In light of these challenges and opportunities, many observers wondered about the wisdom of Clorox's purchase. And with the passage of yet another iconic natural brand from the control of its founders to a multinational corporation, what was the future of the natural personal care products market shaping up to be? 
